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His Excellency Abdulla AI Basti, Secretary General 

(SG) of The Executive Council of Dubai and C40 
Vice Chair for Green Finance 

Finance Is increasingly gaining focus as a critical enabler 
for climate action worldwide. Both mitigation and 
adaptation require investment in the short term to 
obtain long-term gains at the local and global scale. 
Through our work with the C40 Network of cities on the 
topic of green finance, there are several takeaways that 
have been identified: 

First, the availability of green finance has been 
increasing steadily over the past decade though not at 
the scale required to meet the climate challenge. 
Second, there is a need to mainstream climate activities 
into city-budgeting and operations to obtain the 
maximum impact from climate actions. This requires 
improving climate literacy and collaboration amongst 
government departments. 

Third, addressing cities' barriers to accessing climate 
finance is essential to unlock the full potential of climate 
action in cities. 

Fourth, in spite of increasing climate finance, there is 
still limited finance being allocated to adaptation 


leaving vulnerable populations unprotected. 


Identifying the opportunities and challenges is 
the first step in delivering meaningful and 
impactful climate action. And we hope that the 
findings shared here will help cities and donors 
adjust their supporting policies and tools 
accordingly to reap the full potential of climate 


action in cities. 


H.E. Abdulla AI Basti 
Secretary General 
The Executive Council of Dubai 


ABOUT THIS 
RESOURCE 


Financing is frequently cited as one of the most 
prohibitive barriers municipal governments face 
when trying to implement climate action. For this 
resource, C40 Cities collaborated with the 
Government of Dubai to explore green finance 
trends and challenges experienced across the 
C40 network with the aim of breaking down the 
complex issue of access to finance. 


In the first section, a general overview of the 
current landscape is given, looking at how cities 
are currently financing and progressing projects. 
After, the main challenges identified through the 
research exercise will be highlighted and briefly 


analysed. 


Information has been sourced from leading 
research institutions and direct consultation with 


cities through CDP and САО surveying. 
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Defining what is meant by green finance 15 a core 
part of meaningfully expanding the sector. 
Stakeholders can often lack a common 
agreement on what constitutes a 'green project, 
which is needed to help build stronger 
environmental standards and set parameters in 
which a financial instrument or service must 


operate. 
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Diagram adapted from UNEP З апа European Commission information * 


66% 


e 6% of city projects fully 
funded 

e 66% partially funded 

e 2896 with no funding secured 


In a survey of 55 CAO cities conducted by CDP, 2896 
cities reported only a small percentage (696) of 

city climate projects were fully funded, with the 

majority partially funded and seeking 

additional sources of capital. 


The lack of funding was most severe in Latin 

America, Africa and the Middle East where the | 6% ги = 
proportion of completely unfunded projects 

accounted for 67%, 4496 and 45% respectively. 


PRIMARY SOURCES OF 
FUNDING & FINANCE 


Most С40 cities rely on own source revenue or 
nation government transfers to fund or finance 
climate actions. 


Climate | Public- 
Finance |Private 
(Sub) (carbon |partner 
Local National | Int (ODA) | credits) | ship | Other 
| Africa | 


In the survey of CAO cities developed for this Africa 3676 
resource, 8696 of respondents reported that their 97% 
own city funds (e.g. tax revenues) were one of their ace 
most important sources* of finance for climate 88% 
action. Similarly 64% reported that national 82% 
governments were a key source of finance. This may North 

be a reflection of the challenges city face in seeking 68% 
Capital through private sources or streams of South and N/A** 


West Asia 

Southeast 
Asia and 
Oceania 


development funding (these are discussed later in 


section 3). 


These finding are consistent with data sourced from 


CDP (table 1.) in which cities (across all regions 


where data was available) reported that the majority Table 1. Percentage responses, by region, Кот CDP city 


of their climate risk reduction actions are currently Р . . 
survey on ‘funding source of the main actions to reduce the 


funded from local funds. For most regions, national ‚ " — 
risk to, and vulnerability of, the city's infrastructure, services, 


or subnational transfers were the second most = | . ; 
citizens, and businesses from climate change 


frequent funding source. 


* п the top 4 most essential * Not enough data provided 
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Accessing finance for adaptation and resilience 
projects is especially challenging for cities 


Cities globally are already facing the dire impacts 
of climate change with the poorest and most 
vulnerable citizens hit the hardest. 


Currently, only 1096 of climate finance directed 
towards cities covers adaptation and resilience. 
When С40 asked member cities which types of 
projects are prioritised for funding, only 1696 said 
adaptation/resilience, 5896 said mitigation and 
46% said both. 


In addition to increasing the flows of finance 
dedicated to adaptation, urgent attention will 
need to be given to developing business models 
and financial instruments that work for 
adaptation projects, which often lack clear 


conventional repayment mechanisms. 
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THE ROLE OF 
GOVERNANCE 


Good governance is essential to driving market 
transition and building citizen confidence in climate 
action, especially where projects are considered high 
risk, require large upfront investment, or involve 
public behavioural change. Governance measures 


that promote a stronger green finance ecosystem 
include: 


e Supporting a consistent definition and 
standard for 'green' to discourage 
greenwashing and create frameworks for 
sustainable markets. 


e Ensuring transparent reporting and 
governance for climate projects and green 
finance sources or allocation. 


e Adopting credible verification through third 
party verifiers for instruments like bonds, to 


build investor confidence. 
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In addition to the general principles of good 
governance, cities can play a significant role in 
financial governance through mainstreaming of 


climate in municipal finances.” 


Climate mainstreaming uses reforms to internal 
policy or processes to embed climate 
considerations into everyday decisions and 
activities. In the context of finance, this means 
embedding climate mitigation and resilience 
criteria into how external investment is sought, 
how allocation of own-source revenues is 
prioritised and disbursed, and financial 
governance processes. Climate mainstreaming 
can take different forms, depending on the 


context of the city (see examples on the right). 


Successful mainstreaming requires political 
commitment, strong cross-departmental 
relationships and climate literacy across multiple 


departments, especially financial departments. 


Residents, businesses and financial institutions 
represent a major percentage of investments that 


take place within a city's jurisdiction. 


As such, engaging, steering and collaborating 
with the private sector will be vital to meeting 


climate goals. This could take the form of: 


e Reforming public tender systems to 


include environment and social clauses. 


e Developing concessions and incentives 
to drive growth of green business practices 


and investments. 


e Supporting smaller businesses to reduce 
their emissions by providing programmes 
or financial support to invest in green 
upgrades, such as energy efficiency 


improvements. 
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СВ! Predict 'annual trillion in green bonds within reach by 
2023" 


СВЕЕМ ВОМО5 1000 


According to the Climate Bonds Initiative (CBI), 
issuance of Green, Social and Sustainability debt 
increased in all regions in 2020, despite the 
economic impact of the COVID-19 pandermic, 
although growth of green bonds did slow outside 
of developed markets.? Cumulative green labelled 
debt issuance stood at USD 12 trillion at the end 
of Q3 2021’. 

2016 2017 2018 2019 2020 2021 2022 2023 
It is clear that the green bond market will Forecast № Green 
continue to grow, with market analysts now 


confident that an annual issuance of a trillion US 


Global Local Government Green Bonds Issuance $bn (USD)* 


dollars in 2023 is achievable.’ This represents a 
significant financing opportunity for cities if they 20 


can overcome challenges including: 
ө insufficient creditworthiness (see page 14) 


e  lackof frameworks for projects; 


Issued $bn 


e verification and independent review; and, 


e low capacity to structure and report on the 


0 
bond. 2014 2015 2016 2017 2018 2019 2020 2021Н1 


Year 
* Graphs created from Climate Bonds Initiative data analysis © 
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Inability to obtain an investment-grade credit 
rating remains a barrier to implementing 
climate action for cities. 


Many C40 cities are either not credit-rated or do 
not have an investment grade credit rating. This 
has been made worse during the COVID-19 
pandemic during which a number of cities had 
their ratings downgraded. This limits a city's 


ability to attract the vital external investment 


needed for a large number of climate projects. 


САРАСГТҮ ТО 
DEVELOP PROJECTS 


Capacity to develop projects is a major 
challenge for 50% of САО cities. 


50% of cities surveyed by C40 listed insufficient 
internal capacity to develop projects to a 
investment-ready stage as a main barrier* to 
implementing climate action. When considering 
only cities in ODA-eligible countries, that 
proportion increases to 100%. 


This reflects a lack of both financial and technical 
resources. Early-stage project preparation 
represents 5-596 of total project investment costs 
(increasing to 1096 in emerging or developing 
markets) - an estimated USD 300 billion annually 
if sustainable investments targets are to be met.? 
Costs aside, projects outlined in a city's climate 


action plan often require new polices, 


technologies and/or business models that the city چ ڪڪ‎ Ээ چ‎ ae 
may not have sufficient internal expertise to —S > | 


develop. === RET. PCIE IN 


| 
| 
| 
| 
| 
| 


* in the top 4 most prohibitive E — = : = — 7 == XE o = 


As seen on page 6, cities still primarily rely on 
public sources of finance for climate action, 
despite increasing climate commitments and 
activity from the private sector (galvanised by 
initiatives such as We Mean Business). This 
suggests that cities still struggle to access private 


capital or utilise public-private financing models. 


In addition to engaging the private sector, cities 
have an obligation to work meaningfully with 
other stakeholders including unions, social and/or 
environmental justice groups and indgenous 
peoples. City resources are required to build and 
maintain trust with these groups, as well as 
balance differing positions on climate policies or 
programmes, all of which can take time and 


impact the financing approach. 
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Cities require a range of support mechanisms, 


reflecting the context, range and complexity of 
issues faced. 


The resources required by cities vary according to 
a range of factors including stage of project 
development, internal capacity/knowledge and 
the extent of power devolved to local authorities 
from national governments. 


This is reflected in survey data from САО (see 
below) in which member cities favoured training 
and capacity building support, but only by a srnall 
margin, with most support types receiving a 
roughly equal split of the vote. 


What type of support from C40 would be most useful for your city? 


Connections to investors 
RI : nica 1096 
Training/capacity building 
2196 


Identifying funding 
options/opportunities 
1396 
Chief Financial Officer (CFO) 
engagement 
1396 
Support on project prep 


1696 


Consultancy support on finance Small technical assistance 


strategies grants (<515,000) 
1696 1196 


СОР26 was a mayor date in the 2021 diary Тог 
climate change. The outcome of the event was 
described by United Nations Secretary General 
António Guterres as 'an important step' but 'not 


enough’ 3. 


Whilst the concrete progress of nation states may 
have disappointed in many areas, cities played a 
bigger role than in any previous COP. The 
number of cities acting for а 1.5°C future has 
significantly increased and local governments 
represented at COP showed a more unified and 
ambitious position that their national 


counterparts. 


It is hoped that increasing recognition of the 
important role cities are playing to accelerate 
climate action will be met with allocation of more 
resources tailored to the context of local 
governments, especially on finance (e.g. direct 


borrowing streams for cities). 


SUMMARY 


Global recognition of cities as drivers for bold, 
innovative and just climate action is rightfully 
growing. At the same time, the green finance 
ecosystem is expanding to cover new financial 
flows, mechanisms and actors. However cities still 
face numerous challenges in financing 
sustainable infrastructure and projects, with 


adaptation remaining notably underserved. 


For the continued growth of the green finance 
sector to meaningfully serve all communities, it 


must serve cities. 


Improving financial health is a priority for most, if 
not all, cities, and other stakeholders should align 
themselves with these efforts. In parallel, poor 
financial health, or other restrictions on 
sub-national borrowing, can not continue to so 
drastically limit action in the most climate- 
vulnerable and under-resourced cities, as it 
currently does, if the scale and timeline of 


investment outlined by the IPCC is to be met. 


Cities are also taking steps to mainstream climate 
in their internal budgetary processes, with Oslo's 
Climate Budget providing a ‘gold standard’ 


template for others to follow. 


However, the ability of cities to attract external 
finance, or better align their internal budget 
allocation with climate goals, will need to be 
complimented with adequate support for project 
preparation. The growing number of project 
preparation facilities (for example, the City 
Climate Finance Gap Fund, or the C40 Cities 
Finance Facility) is a promising sign, but there is 
still more that development finance institutions 
can do to make upstream project preparation 
support available to cities, from allowing for more 
direct support to municipal governments, to 


lightening application and reporting burdens. 


By rallying together, cities, national governments, 
businesses and other stakeholders can leverage 
the growing interest in green finance to deliver 


an equitable climate safe future for all. 
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The webinars referenced in this resource can be found at the 


following links: 


e Optimizing Green Finance in Cities- Challenges and 
Opportunities Day 1 - Tshwane Case Study 
https;//vimeo.com/manage/videos/6.32980454/56064 
05с77 


e Optimizing Green Finance in Cities- Challenges and 
Opportunities Day 2 - Paris Case Study 
https;//vimeo.com/manage/videos/6352831166/f88d5c6 


dic/privacy 


e Optimizing Green Finance in Cities- Challenges and 
Opportunities Day 5 - Montreal Case Study 
https;//vimeo.com/managqge/videos/6.565574893/5205.3d 
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